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lia bility compa ny; S ANTA CRUZ WATER
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COMP ANY, LLC, a n Arizona  limite d lia bility
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CRUZ WATER COMP ANY, a n Arizona
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ABC ENTITIES  I _ XX,
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Q- WHAT IS YOUR NAME, EMPLOYER AND OCCUPATION?

A. My name is Joseph D. Harris. I am employed by Arizona Water Company as Vice

President and Treasurer.

Q. PLEASE DESCRIBE YOUR WORK EXPERIENCE AND EDUCATIONAL

BACKGROUND.

I have been Vice President and Treasurer of Arizona Water Company since March

1

2

3

4

5

6

7

8

9

10

11
2007. I  received a Bachelor  of Science degree in Account ing from Eastern I llino is

University in 1981 and am a Cert ified Public Accountant  in the State of Illinois.12 From

13

14 Accountant and (from 1986 to 1999) as Chief Accountant, where I managed the accounting

approximately 1982 until 1999, I worked for Norther Illinois Water Company, first as Staff

department  and oversaw the company's financial report ing,  tax compliance,  st rategic

8
828

82
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t o
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E

1 6

1 7
planning and filings with the Illinois Commerce Commission. From November 1999 until

18 July 2002, I served as Comptroller of Illinois American Water Company, managing the

1 9 company's accounting and information system departments. From July 2002 until March

20
2007, I worked for American Water Service Company, first as Senior Financial Analyst and

21

22 la t er  as Manager  fo r  Per fo rmance,  P lanning and Repor t ing,  where directed andI

23 coordinated preparation of the company's annual business plan and quarterly forecasts and

24 provided financial expert ise on all financial issues affecting the company. I  am also  a

25
member of the American Institute of Certified Public Accountants.

26

27

28

A.
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4

Q- WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A. The purpose of my testimony is to evaluate the aberrant service model employed by

Infrastructure Coordination and Financing Agreements ("ICFAs"), between the unregulated

Global Water Resources,  LLC ("GWR") and developers,  by which the developers are

1

2

3

4 Respondents (collectively, "Global"), which relies upon unconventional agreements, called

5

6

7

8

9

required to make extensive payments to GWR and which payments GWR then uses to fund

its regulated subsidiaries, Santa Cruz Water Company ("SCWC") and Palo Verde Utility

10
Company ("PVUC"), outside of the scrutiny of the Commission. Global's service model

11
also includes Public Private Partnerships ("PP Agreements") involving the municipalities of

Casa Grande and Maricopa, under which Global pays the municipalities some portion of the

monies Global collected from landowners and developers under the ICFAs in exchange for

the municipalities' support in Global's regulated subsidiaries' CCN extension requests.

§
"co

cm83n..

n 83
~§<s
3882

EEZa.

8

12

13

14

15

16

17 Global also uses an unconventional service model under which Global's regulated

18 subsidiaries actually have no employees but  instead rely upon an unregulated Global

19 affiliate,  Global Water Management ,  LLC ("GWM"), to  provide contract  services,  for

20
which GWM charges alleged "market rates." These payments for contract services are also

2 1

22 not subject to Commission scrutiny, thus potentially allowing Global to receive additional

23 unregulated profits at the expense of the regulated subsidiaries.

24 All o f t hese schemes have result ed in a situat ion in which Global's  regulat ed

25
subsidiaries have been able, according to Global's public filings with the Commission, to

26

27 enjoy extremely favorable rates of return, perhaps as much as 28% return on rate base, on

28
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questionable  equity. Moreover, this  only reflects  the  disclosed ra te  of re turn of Global's

regulated subsidiaries, and does not indicate the undisclosed profits that GWR, GWM and

company payments .

1

2

3

4 othe r unregula ted a ffilia te s  have  been able  to re ce ive  from the  ICFAs  and the  othe r inte r-
5 ,

6

7

8

9

Q~

TE S TIMO NY?

WIL L  YO U B E  S P O NS O R ING  ANY E XHIB IT S  WIT H YO UR  DIR E C T

1 0

11 Ye s . I will be  sponsoring the  following e xhibits :

J DH-1: Globa l's  Expecta tion of ICFA Fee  Revenues

J DH-2: Globa l's  Organiza tiona l Chart

JDH-3 : Arizona Water Company's  Data  Request 1.93

o
3
8

56¢¢
-1388my '7

8<=§4.8-
Bo .8
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12

13

14

15

16

17

JDH-41 Global's  Response  to Sta ffs  Data  Request LJ  1.1

1 8
Q~ ARE YOU FAMILIAR WITH ARIZONA WATER COMP ANY'S  ATTEMP T

1 9

20 TO GATHER FINANCIAL DATA AND INFORMATION FROM GLOBAL?

21 Yes , I am.

22

23
Q- P LEAS E REP ORT ON THE S TATUS  OF ARIZONA WATER COMP ANY'S

24

25 ATTEMP T TO GATHER S UCH INFORMATION FROM GLOBAL?

26 In Docket No. W-01445A-06-0199, which discovery the parties have stipulated may

27 be  used in this  Docke t, Arizona  Water Company sewed a  number of da ta  reques ts  a imed a t
28

A.

A.
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uncove ring  the  de ta ils  a nd workings  of Globa l's  fina ncia l a rra nge me nts , pa rticu la rly the

ICFAs , the  P P  Agre e me nts  a nd  Globa l's  in te r-compa ny a gre e me nts  a nd  pa yme nts  fo r

s e rvice s . S pe cifica lly, Arizona Water Company submitted da ta  reques ts  AWC 1.100 and

AWC 1.102 to Globa l, seeking financia l information concerning the  inte r-company dea lings

1

2

3

4

5

6

7

8 provide d the  s a me  re s pons e  to both: "Obje ction . This  re que s t s e e ks  in forma tion  tha t is

9

of P VUC, GWR, GWM or a ny othe r a ffilia te d Globa l e ntity. Le ga l Couns e l for Globa l

ove rly broa d, unduly burde ns ome , irre le va nt a nd not re a s ona bly ca lcula te d to le a d to the

10
dis cove ry o f a ny a dmis s ib le  e vide nce . Furthe r, the  in fo rma tion  s ough t is  p rop rie ta ry

11
bus ine s s  informa tion tha t is  confide ntia l.95

Globa l's  disclosure  of informa tion and documents  has  been grudging a t bes t. While

Globa l ha s  provide d some  informa tion re la te d to SCWC a nd PVUC, Globa l ha s  routine ly

a nd cons is te ntly re fuse d to provide  a ny informa tion a bout the  fina nce s  of GWR, GWM or

83n. _

> >m |

8<s=:g_.g..

€3°.:
En .

12

13

14

15

16

17 o th e r u n re g u la te d  Glo b a l a ffilia te s ,  th u s  p re ve n tin g  a  fu ll u n d e rs ta n d in g  o f Glo b a l's

18 ope ra tions  a nd fina nce s .

19 For e xa mple , I pa rticipa te d in a  s e rie s  of me e tings  a t Globa l's  office s  ove r the  pa s t

20
severa l weeks  regarding Arizona  Wate r Company's  da ta  reques ts  seeking this  information.

21

22 Globa l a llowe d re pre s e nta tive s  of Arizona  Wa te r Compa ny to re vie w only the  ge ne ra l

23 le dge r of S CWC for the  ye a rs  2004, 2005 a nd 2006, while  ma inta ining its  obje ctions  to

24 dis clos ure  of the  lion's  s ha re  of informa tion tha t Arizona  Wa te r Compa ny wa s  s e e king..

25
Arizona  Wate r Company limited inspection of SCWC's  ledge rs  revea led tha t SCWC has's

26

27 us e d its  ca pita l s tock a ccount a s  a n inte r-compa ny ca s h ba la nce  a ccount, with funds  coming

28
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in from both outs ide  s ource s  s uch a s  cus tome r pa yme nts  a nd from GWR. Howe ve r,

because  GWR has  provided no financia l informa tion, Arizona  Wate r Company was  unable

which thos e  funds  a re  de rive d from ICFAs . S imila rly, be ca us e  Globa l re liis e d to provide

1

2

3

4 to  de te rmine  the  s ource  of the  funds  coming from GWR, pa rticu la rly a s  to  the  e xte nt to

5

6

7

8 the  e xte nt of a ny pa yme nts  to municipa litie s  unde r P P  Agre e me nts , a nd how thos e  funds

fina ncia l infonna tion re la te d to GWR, Arizona  Wa te r Compa ny wa s  una ble  to de te rmine

may have been traced through the regulated subsidiaries.

Conce rning the  ICFAs , a ga in, Globa l ha s  provide d only cryptic a nd incomple te

informa tion. Following Arizona  Wate r Company's  initia l da ta  reques ts , Globa l provided an

D.
_|
..|

9

10

11

12

13

14 months  a fte r Arizona  Wa te r Company firs t reques ted informa tion about the  ICFAs , Globa l

E  E t 1 5

illegible  and confus ing lis t of wha t seemed to be  more  than 200 ICFAs. In May 2007, seven

produce d a  CD conta ining 129 ICFAs , which Globa l averred we re  "a ll" o f the  ICFAs .

"a ll" ICFAs , which lis te d 151 ICFAs . The  lis ts  a re  incons is te nt a nd confus ing. As  of this

da te , Arizona  Wa te r Compa ny s till doe s  not know e xa ctly how ma ny ICFAs  Globa l ha s

entered into, le t a lone  the  financia l impact of those  ICFAs.

Global has  genera lly refused to identify and account for the  fees  it has  received under

16
17 Arizona  Wate r Company through its  own e fforts  knew of othe r ICFAs  and brought tha t fact

18 to Globa l's  a tte ntion. In a  le tte r da te d J uly 23, 2007, Globa l produce d ye t a nothe r lis t of

19

20

21

22

23

24 the  ICFAs. (See  Globa l's  re sponse  to Arizona  Wate r Company's  da ta  reques t AWC l.101.)

25
However, in its  July 23, 2007 le tte r, Globa l produced a  cha rt a llegedly e s tima ting the  "tota l

26

27

28

fe e s  e xpe cte d from ICFAs " within Globa l's  re que s te d e xte ns ion a re a  in Docke t No. W-

585533.3:0196941 6



; 01445A-06-0199. Tha t cha rt is  Exhibit J DH-1 to  my te s timony. Conce rning the  50 ICFAs

3

4 (As  note d a bove , this  a mount doe s  not re fle c t the  tota l in  ICFA fe e s , only the  tota l in  tha t

5 pa rticula r e xte ns ion a re a .) If de ve lope rs  pa id  th is  a mount to  a  re gu la te d  u tility s uc h  a s

8 S C WC , th e  fu n d s  wo u ld  h a ve  to  b e  re c o rd e d  a s  a d va n c e s  o r c o n trib u tio n s  in  a id  o f

8 cons truction, not in the  e quity a ccount. Howe ve r, Globa l a ppa re ntly is  a tte mpting to s hie ld

lis ted on tha t cha rt, Globa l e s tima ted tha t it would rece ive  more  than $312 millio n in fe e s .

Arizona  Wa te r Compa ny ha s  a ls o  be e n  una ble  to  de te rmine  from the  in forma tion

are

ca lcula te d. Ea ch ICFA re quire s  a  pa yme nt pe r Equiva le nt Dwe lling Unit ("EDU"), but the

9 the s e  funds  from Commis s ion inquiry by ha ving the m pa id to GWR ra the r tha n S CWC.

10

11

12 provide d  by G loba l e xa c tly how the  pa yme n ts  c o lle c te d  by G WR  unde r the  IC F As

13

14 p a ym e n t  a m o u n t  v a r ie s  wid e ly fro m  o n e  IC F A to  a n o th e r . Alth o u g h  Tre vo r Hill

cha racte rized the  amount a s  an "inte re s t ca rry," he  was  unable  to expla in how the  amount
15

1 6

17 wa s  ca lcula te d.

18 de s igna te d to spe a k on ICFA topics , wa s  una ble  to e xpla in how the  pa yme nt a mount wa s

19 calculated. Liles Dept. at 44-46.

Hill De mo. a t 55-56 , 78-80 . S imila rly, Cynth ia  Lile s , who  Globa l

i f Globa l ha s  a ls o re fus e d to  re s pond to  da ta  re que s ts  on Globa l's  s ource s  of e quity

22 (AWC 1.50, 1.5 l, 1.52 a nd l.l02), s o Arizona  Wa te r Compa ny ha s  ge ne ra lly be e n una ble  to

23 tra ce  Globa l's  pote ntia l us e  of ICFA funds  a s  a  s ource  of e quity for GWR a nd ultima te ly its

24 s ubs id ia rie s  S CWC a nd P VUC. Ins te a d, Globa l's  witne s s e s  ha ve  only a dmitte d tha t the

22 ICFA funds  go in to  GWR's  ge ne ra l re ve nue s , a nd a re  the n dis burs e d to  its  s ubs idia rie s .

27

28

585533.310196941 7



Q- WHAT HAS ARIZONA WATER COMPANY BEEN ABLE TO DETERMINE

ABOUT THE OPERATION AND FUNCTION OF GLOBAL'S ICFAS?

Globa l's  ICFAs  a re  a n unorthodox type  of fina nc ing a gre e me nt be twe e n a  non-

s tructure  by unde rs ta ting a nd obs curing the  corre ct a mount of a dva nce s  a nd contributions

1
2 Lile s  Depo. a t 47-56. However, Arizona  Wate r Company has  been frus tra ted in its  a ttempts

3 to trace  pa rticula r funds  from an ICFA to the ir ultima te  us e .

4

5

6

7

8 A.

9 re gula te d Globa l a ffilia te  a nd de ve lope rs  tha t dis torts  the  re gula te d Globa l utilitie s ' ca pita l

10

1 l
12 provided by deve lope rs  tha t s hould be  deducted from (ins tead of be ing added to) ra te base

13

14 earn a  re turn.

and ove rs ta ting the  amount of common equity on which the  regula ted utilitie s  a re  entitled to

Globa l's  non-re gula te d a ffilia te s  not only e xe cute  s uch non-tra ditiona l fina nc ing

As  dis cus s e d more  fully in the  Commis s ion's  own proce e ding Eva lua tion of the

Regulatory Impact from the Use of Non-Traditional Financing Arrangements by Water

Utilitie s  a nd The ir Ajilia te s , Docke t No. W-00000C-06-0149 ("Ge ne ric  Docke t") a nd the

S ta ff Re port the re to ,  Globa l ha s  de ve lope d  a nd  imple me nte d  unorthodox long-te rm

15

16
17 arrangements  with landowners  and deve lope rs  for the  provis ion of utility s e rvices , they a ls o

18 refuse  to expla in the ir accounting for the  payments  rece ived under these  arrangements .

19

20

21

22

23

24 fina ncing a gre e me nts , a ll without Commis s ion a pprova l. The  ICA's  a re  s ome wha t s imila r

25

26

27

28

in e ffe c t but a re  more  comple x tha n the  e a rlie r P ILOR a gre e me nts  (pa yme nts  in lie u of

585533.3:0196941 8



revenue ) a ttempted by SCWC and PVUC, and re jected by the  Commiss ion. (Decis ion No.

61943, September 17, 1999).

Depos itions  of Globa l's  representa tives  a lso fa iled to provide  any illumina tion

on  the  flow of ICFA funds  in to  GWR a nd  GWR's  us e  o f thos e  ihnds , inc lud ing  the

provis ion of funding to its  regula ted subs idia ries , SCWC and PVUC. See  Liles  Depo. a t 46-

67. While  Globa l seemed to admit tha t the  ICFA funds  went into Globa l's  gene ra l fund and

1

2

3

4

5

6

7

8

9

10

we re  not s pe cillca lly e a rma rke d for a  pa rticula r de ve lope r or de ve lopme nt, Globa l a ls o

seemed to contend tha t none  of the  ICFA funds  (which Globa l characte rized as  an "inte res t
11

carry") were  ever used by the  regula ted subs idia rie s  to fund infras tructure . Id. a t 56. Globa l

a ls o conce de d tha t none  of the s e  tra ns fe rs  of e quity or re ta ine d e a rnings  or wha te ve r

be tween GWR and its  subs idia ries  were  documented by promissory notes , but were  ins tead

trea ted a s  "capita l infus ions ." Id. a t 57-58. While  Globa l's  representa tives  made  numerous

8
8..

43(D

5828
gem

<»-§§
5-E==
E'm<8max*
4°.:Zn.

E

12

13

14

15

16

17 asse rtions  as  to wha t the  ICFA funds  were  not used for, Globa l was  incapable  of expla ining

18 wha t the  ICFA funds  we re  use d for, othe r tha n the  a cquis ition of othe r utilitie s . Hill De po.

19 At 82-83.

20
The  ICFAs , like  the  P ILORs , bypa s s  the  cus tome r prote ctions  e mbodie d in the

21

22 Commis s ion's  Ma in Exte ns ion Rule , R14-2-406. A11 unre gula te d Globa l a ffilia te , GWR,

23 has  executed ICFAs  cove ring utility se rvices  for approxima te ly 170,000 units  in the  SCWC

24 and PVUC service  a rea  as  of September 2006. However, no one  outs ide  of Globa l knows:

25
The status of these agreements

26

27 How much money has  been collected

28

585533.3:0196941 9



How much additiona l money will be  collected

What contractua l obliga tions  the  ICFAs place  on the  regula ted utilities

What accounting procedures have been followed

How the money collected is  supposed to be  used

How the  money collected has  actually been used

How much of the  regula ted subs idia rie s ' equity capita l is  de rived from

ICFA pa yme nts

Although in the  Ge ne ric Docke t, S ta ff conclude d tha t ICFAs  s hould be  tre a te d a s

a dva nce s  or contributions , ins te a d of e quity, the  S ta ff Re port did not a ddre s s  a ny of the

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

13

1 4 re me dia l a ction  by the  Commis s ion to  fore s ta ll ICFA funds  from be ing a dde d to  the

above  ques tions . Sta ff conducted no independent inves tiga tion and did not recommend any

re gula te d utilitie s  e quity. More ove r, the  S ta ff Re port d id  no t a ddre s s  the  b roa de r

If Globa l ICFA proce dure  is  a llowe d to continue  a nd cove r ne w CCN e xte ns ion's

a re a s , e va lua ting  S CWC's  fu ture  ra te  filings  will be  e xtra ord ina rily comple x, if no t

imposs ible , a nd time  inte ns ive . The  Commiss ion should not e ndorse  the  continua tion a nd

e xpa ns ion of the  now-dis cre dite d Algonquin Wa te r Re s ource s  of Ame rica  ("AWRA")

mode l as  furthe r complica ted by Globa l. Globa l's  aberrant opera ting and financing mode l is

des igned to bene fit its  sha reholde rs  a t the  expense  of the  cus tomers  of its  regula ted utility

15

16
17 jurisdictiona l is sue s  about whe the r the  non-regula ted a ffilia te s  ente ring into ICFAs  should

18 be considered public service  corpora tions  subject to Commission audits  and regula tion.

19

20

21

22

23

24

25

26

27

28

subs idia rie s . Allowing Globa l's  se rvice  te rritorie s  to be  enla rged in light of its  ques tionable

585533.3:019694l 10



a nd like ly unla wful ope ra ting, fina ncing a nd a ccounting pra ctice s  irre pa ra bly ha rms  the

public inte re s t.

Q~ WHY SHOULD THE COMMISSION BE CONCERNED ABOUT GLOBAL'S

RELATIVE RATES AND THE EFFECT GLOBAL'S BUSINESS MODEL MAY

HAVE ON THOS E RATES ?

A. As s ta ted by the  Arizona  Supreme Court in the James P. Paul case : "The  public

inte res t is  the  controlling factor in decis ions  concerning the  se rvice  of water by water

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2
companies ." In addition to the  qua lifica tions  and capabilitie s  of competing utilitie s , a s

discussed in Mr. Garfie ld's  tes timony, the  cus tomers ' ultimate  expense  is  a  primary
n.¢;'-1°
-'3§8of '7

D o _so

13

14

15

16

de te rminant of the  public inte res t.

Q. D O  YO U  B E L IE VE  T H A T  S C W C  i s  L E S S  E F F IC IE N T  T H A N  IT S

ARIZONA P EERS ?

Ye s , but the  true  a nswe r lie s  in the  comple xity of Globa l's  corpora te  s tructure , the

way employee  se rvices  a re  provided, marked up, and charged to Globa l's  regula ted utilitie s

dis cove ry re que s ts  from Arizona  Wa te r Compa ny. The  va rious  Globa l e ntitie s  a ffilia te d

1 7

1 8

19 A.
20

21

22 by its  unre gula te d a ffilia te s , a nd Globa l's  incomple te  a nd uns ubs ta ntia te d re s pons e s  to

23

24 with its  re gula te d wa te r a nd se we r utilitie s  font a n unconve ntiona l a nd unusua lly comple x

25

26

27

28

s tructure , illus tra te d on the  following cha rt a nd Exhibit J DH-2, which Globa l provide d to

585533.3:0196941 11
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4

1

2
Arizona  Wate r Company and Sta ff in response  to a  Sta ff da ta  reques t (a  la rger ve rs ion is  in

3

4

the  e xhibit its e lf):

5

6

G Los.-m. VVATER Trevor
Hill

(23.2B%)

V I W

I

7

8

9

G\NMLLC provId¢l
mlnagirnem unless IOOps cs ul16lf following
heidingu all al. industrystandard d-lge4:»ut rants:
-Mar-gl %
'Opeslllnni
-Billing sales
'Customer Survlca
°Er\gir\¢¢rlng Servin-

l 1 1

1 0
annumw-»e -1\¢ll!lO olouu Wlilr _ nu-ulw6 Gva Wok! C¢*1I\"~"r Gnu ullllihn c-up-by

(Alien: 'c Ewan: (Amman 'c cam 1

1 I

i
I r a

11

12

13

14 S CWC a ppe a rs  on the  orga niza tion cha rt in two diffe re nt pla ce s : in one  it is  a n

15

1 6
Arizona  LLC unde r its  pa re nt Globa l Wa te r Re s ource s , which is  a  De la wa re  LLC. One

§
" e a, g o

481938

§:§§
5828

s 1 7 leve l down on the  organiza tion chart Globa l Water-Santa  Cruz Water Company, an Arizona

18 C corpora tion, appears  under its  parent Global Water Inc., a  Delaware  C corpora tion.

1 9 Since  SCWC has  no employees , a ll utility work including management, ope ra tions ,
2 0

2 1
billing, cus tomer se rvice  and engineering, is  provided to SCWC and the  other wholly owned

22

23

ope ra ting utilitie s  by the  le ft-mos t e ntity on the  orga niza tion cha rt, the  unre gula te d GWM,

through va rious  la ye rs  of the  orga niza tion. As  s ta te d by Tre vor Hill in his  de pos ition, it is

24
pa rt of Globa l bus iness  plan tha t none  of the  regula ted utilitie s  would actua lly have  any's

25
26 employees , ins tead re lying upon unregula ted a ffilia tes  to provide  se rvices . Hill Depo. a t 37.

27

28

585533.3:0196941 12



GWM cha rge s  the  re gula te d utilitie s  "ma rke t ba se d price s" (tha t is , it ma rks  up the

a ctua l cos ts  with a dditiona l profit ma rgin, a s  the  "ma rke t" would) for this  work, which in

a lmos t a ll othe r utilitie s  is  pe rformed by utility employees  a t actua l cos t. In othe r words , the

inte r-company cha rges  a re  not limited to the  cos t of the  worke rs ' wages  and bene fits , a s  is

the  ca s e  of a lmos t e ve ry othe r re gula te d Arizona  utility, ins te a d GWM de te rmine s  a re

appropria te  prices  and then passes  on to the  regula ted affilia te  without a  contract.

Globa l ha s  re fuse d to provide  informa tion a bout the se  cos ts , othe r tha n to conte nd

summarily tha t the re  was  no profit component in the  prices  charged by GWM to SCWC and

PVUC. Hill De po. a t 38. Howe ve r, Globa l ha s  fa ile d to provide  s ufficie nt informa tion tha t

would e na ble  a n inte re s te d a na lys t-or the  Commis s ion-to de te rmine  the  re a s ona ble ne s s

of these  charges  to SCWC, PVUC and the ir othe r captive  opera ting utilitie s , how often they

are  charged or the  amount of profit added to the  actua l cos ts  as  they a re  passed through by

oo
8 gog o
, qWeg_ -o

-8884 cooo
w e r~>>m4¢u<:,,O-ogq:S-§~
""é'<8Z'¢a -w
QO_§

=8° .:Zu.o3|-
the  va rious  a ffilia te s  on the ir wa y to the  re gula te d utilitie s . Tre vor Hill a lso a dmitte d in his

depos ition tha t no written contract exis ted for these  se rvices , and tha t GWM simply renders

a  bill to SCWC a nd PVUC, which the  ca ptive  subs idia rie s  the n pa y without dis cus s ion or

furthe r negotia tion. Hill Depo. a t 72-73 .

AWC Data  Reques t 1.93, which appears  as  Exhibit JDH-3, sought to obta in the  tota l

cos ts  of each common or shared service  and for each service  the  amount and percentage  of

the  tota l cos ts  a lloca te d to  e a ch re gula te d a ffilia te  a s  we ll a s  the  ba s is  of e a ch cos t

a lloca tion. In a  convoluted re sponse , Cindy Lile s , CPA, Chie f Financia l Office r and Senior

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Vice  P re s ide nt of GWM, s ta te d: "The re  a re  no "s ha re d" or "common" s e rvice s  a s  AWC

585533.3IOl9694l 1 3



; us e s  the  te rm." At the  s a me  time , howe ve r, Globa l wa s  s ta ting in the ir re s pons e  to S ta ff

3 Da ta  Reques t LJ  1.1 (Exhibit JDH-4): "For ins tance , an integra ted utility employs  the  same

4 Cus tome r Se rvice  Re pre se nta tive s  whe the r the  ca ll be  a bout a  s e we r a ccount or a  wa te r

2 account. Simila rly, the  number of Opera tions  Sta ff is  decreased as  s ta ff a re  cross-tra ined in

7 sys tems  and can re spond to is sues  on both wa te r and was tewa te r. The  lis t of combine d

8 services that result in direct economies to the  customers goes on." (emphasis  added)

9 Globa l's  lis t ma y go on but a ppa re ntly Globa l ca nnot provide  the  fa ctua l da ta  to

1? s upport s uch cla ims . The  undis clos e d me thodology a nd re s ulting cha rge s  for pe rs ona l

12 services  provided by employees  of other non-regula ted Globa l a ffilia tes  is  another source  of

Q-

S EWER UTILITY THAT O P ERATES  WITHO UT ANY EMP LO YEES ?

DO  YO U KNO W O F  ANY O T HE R  R E G ULAT E D AR IZO NA WAT E R  O R

Ye s , thos e  owne d by AWRA, s uch a s  Bla ck Mounta in Se we r Compa ny ("BMSC"),

AW R A.

Q. HAS  THE  C O MMIS S IO N IS S UE D A R ATE  DE C IS IO N THAT DIS C US S E D

THIS  MANNE R O F O P ER ATING  A UTILITY WITHO UT ANY EMP LO YEES ?

13 Globa l's  ine fficie ncy.

1 4

15

1 6

1 7

18 A.

19 Litchfie ld Pa rk Se rvice  Company and seve ra l othe r regula ted Arizona  utilitie s  controlled by

20

21

22

23

24

25

26

27 Commiss ion cons ide re d the  wa y AWRA a nd BMSC a re  ope ra te d without e mploye e s  a nd

28

A. Ye s , in a  re ce nt BMS C ra te  ca s e , (De cis ion No. 69164, De ce mbe r 5, 2006), the

585533.3:019694l 14



s ta te d: "AWRA, BMSC's  sole  sha re holde r ha s  no e mploye e s . BMSC, a s  we ll a s  a ll of the

othe r re gula te d utility compa nie s ...ha ve  no e mploye e s . Ins te a d, a lmos t a ll ope ra tiona l

se rvices  a re  provided by an a llegedly unregula ted a ffilia te  ca lled Algonquin Water Services

("AWS") tha t ha s  be twe e n 70 a nd 90 e mploye e s  a nd which, a ppa re ntly, provide s  s imila r

s e rvice s  re ce ive d by the  re gula te d public s e rvice  corpora tions  owne d by Algonquin in

Arizona , including BMSC.75

Evide ntly the re  wa s  a  writte n contra ct be twe e n BMS C a nd AWS  for provis ion of

1

2

3

4

5

6

7

8

9

1 0

1 1
was tewa te r se rvice s  but it was  not negotia ted, and a s  recognized in the  Decis ion: "BMSC

ha s  in e ffe ct turne d ove r the  e ntire ty of its  ope ra tions  a nd ma na ge me nt to a n (a lle ge dly)
1 2

13

1 4

unre gula te d a ffilia te , a nd tha t the  a fHlia te 's  s ha re holde rs  ha ve  impos e d a  contra ct on

BMSC, without negotia tion, tha t provides  the  a ffilia te  with guaranteed profits  a t the  expense

15
of BMSC's  captive  ra tepayers .99

§3°
~13

8§§8
334
8838~=8.9

i s
£8
s

1 6

1 7
Sta ff te s timony cited in the  Decis ion included one  example  of a  billing ra te  of $150

18 pe r hour for a  "ge ne ra l ma na ge r" be ing cha rge d to BMSC by its  a ffilia te . S ta ff s ta ted tha t

1 9 this  ra te  equa tes  to $312,000 on an annua l bas is  to perform management duties  for BMS C

20
and contended tha t only the  reasonable ac tua l cos ts  should be  recove red from cus tomers .

21

22 In Globa l's  case  the re  is  no evidence  of even a  contract under which it imposes  its  cha rges

23 on its  regula ted subsidiaries .

24

25
Q. D O  T H E  P R O B L E MS  AN D  C O N C E R N S  ID E N T IF IE D  IN  T H E  B MS C

26

27 DECIS ION AP P LY TO THE GLOBAL ENTITIES ?

28

585533.3:0196941 15



Ye s , the y do. AWR A a nd Globa l s ha re  ma ny s imila ritie s .  The y a re  the  on ly two

e ntitie s  ope ra ting Arizona  re gula te d utilitie s  without a ny e mploye e s . Globa l s tructure d

its e lf a nd  its  u tility mode l a long  the  line s  o f AWRA, the  firs t e n tity in  the  s ta te  with  th is

concept, and not surpris ingly, severa l of Globa l's  owners  were  fanner employees  of AWRA

Q- W H A T  A R E  T H E  IMP L IC A T IO N S  IF  G L O B A L  IS  A L L O W E D  T O

CO NTINUE ITS  RAP ID EXP ANS IO N BAS ED O N ITS  HIG HLY Q UES TIO NABLE

1
2 A.

3

4

5

6
7 be fore  forming Globa l.

8

9

10

11

12
S ERVICE MO DEL?

A. The  De c is ion in  the  BMS C ra te  ca s e  re cognize d the  fa ilings  of this  s e rvice  mode l,
u.q§l90
"'l=$o$492

`_._-588
Ea: ,ea

13

14

15

which adds  additiona l laye rs  of a ffilia te  profit to the  regula ted utility's  capita l and ope ra ting

e xpe ns e s . The  S ta ff re p ly brie f in  the  BMS C c a s e  c onc lude d: "The  Commis s ion  s hould

dis a llow a ffilia te d profits  e ve n if the  Compa ny's  bus ine s s  mode l a chie ve s  e conomie s  of

scale .77

It wa s  difficult a nd time  inte ns ive  for S ta ff to unta ngle  the  we b of hidde n a ffilia te

cha rges  in orde r to compute  how much a ffilia te  profit was  actua lly included in the  BMSC's

ope ra ting e xpe ns e s  a nd a ccording to S ta ff; "...the re  ma y be  a dditiona l a ffilia te  profit tha t it

was  unable  to specifica lly identify.99

Howe ve r, thos e  s pe cific ca pita lize d a nd e xpe ns e d a mounts  tha t S ta ff wa s  a ble  to

16

17

18

19

20

2 1

22

23

24

25

26

27 ra is e d  by s ta ff tha t the re  ma y be  a dditiona l a ffilia te d  profit ma rgins  built in to  the  a ffilia te

28

de te rmine  we re  dis a llowe d by the  De cis ion, which provide d: "We  a lso sha re  the  conce rn

585533.3:0196941 16



billings  tha t ha ve  not be e n s pe cifica lly ide ntifie d. Be ca us e  we  do not ha ve  a ny s pe cific

re cord e vide nce  of a dditiona l ina ppropria te  profits  in this  ca s e , we  will e xclude  only the

"profits " tha t ha ve  be e n c le a rly ide ntifie d by S ta ff. In  doing s o, howe ve r, we  ma ke  no

finding a s  to the  re a s ona ble ne s s  of the  Algonquin a ffilia te  s tructure  a nd, in future  ca s e s

involving the  Algonquin compa nie s , we  e xpe ct a ll a ffilia te  s a la rie s , e xpe ns e s , a nd billings

to be  s crutinized to avoid potentia l abus es .79

As  I e xpla ine d, Globa l ha s  re fus e d to provide  informa tion a bout the  wa y it a ls o

1

2

3

4

5

6

7

8

9

10

11
impos e s  inte r-compa ny cha rge s  a nd cle a rly e va de d ha ving the s e  cha rge s  s crutinize d for

12
abuse. Accordingly,  Globa l s hould  be  prohib ite d  from e xpa nding  its  ope ra tions  in to

e nla rge d CCN a re a s  unde r its  curre nt orga niza tiona l s tructure  a nd ope ra ting mode l tha t

38
- voQu

14 obs cure s  the  e xte nt of its  a ffilia te s ' profits  include d in the  re gula te d utilitie s  ra te  ba s e s  a nd

operating expenses .

vo 1

"§§§
83 N
12883 15

E

16

17

18
DOES  THIS  CONCLUDE YOUR DIRECT TES TIMONY?

19
Q-

A. Yes , it does .
20

21

22

23

24

25

26

27

28
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EXHIBITS

J DH-1: Globa l's  Expecta tion of ICFA Fee  Revenues

JDH-2 : Globa l's  Organiza tiona l Chart

JDH-3 : Arizona Water Company's  Data  Request 1.93

JDH-4 : Global's  Response  to Staff's  Data  Request LJ  1.1

8
8 8
5;Ian. _

438
ggmw
8<=§=§8a
z-%<8
mo_ .

i£8
E

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28
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0RIGINiL n d  13  COP IES of the foregoing
filed this J day of August, 2007 with:

Docket Control Divis ion
Arizona Corporation Commission
1200 W. Washington
Phoenix, AZ 85007

COPY of the foregoing hand-delivered
ma ile d this mda y of Augus t , 2007 to:

/

1

2

3

4

5

6

7

8

9

10

[hand-delivered]

11

Dwight D. Nodes
Administrative Law Judge
Hearing Divis ion
Arizona Corporation Commission
1200 W. Washington
Phoenix, AZ 85007

s
g

83
93
s 2°.8'r2;=8§
D o -avmg.;
kg
£8
.8

12

13

14

15

16

17

Chris tophe r Ke e le y, Es q.
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 W. Washington
Phoenix, AZ 85007

[hand-delivered]

[hand-delivered]

18

19

Ernest G. Johnson
Director, Utilitie s  Divis ion
Arizona Corporation Commission
1200 W. Washington
Phoenix, AZ 85007

20

21 [testimony e-mailed]

22

23

24

25

Michael W. Patten, Esq.
Roshka DeWulf & Patten, PLC
Cne Arizona Center
400 E. Van Buren St., Suite 800
Phoenix, AZ 85004
Attorneys for Applicants
Santa Cruz Water Company, L.L.C.
and Palo Verde Utilities Company, L.L.C.

26

27

28
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ARIZONA WATER COMPANY'S
FIRST SET OF DATA REQUESTS

To SANTA CRUZ WATER COMPANY
AND PALO VERDE UTILITIES COMPANY

Docket No. W-01445A~06_0199
October 3, 2006

/

WC 1.1 Identify all property owners contacted in any way (personal visit, mail,
correspondence, email, telephone, advertisement or other communication
calculated to elicit a response) by Santa Cruz Water Company ("SCWC"),
Palo Verde Utilities Company ("PVUC"), Global Water Resources, LLC,
Global Water Resources, inc., and any company, entity, or person
affiliated with, employed by, or acting on behalf of the foregoing entities
(collectively, the "Global Entities") to discuss that property Owner's entry
into an Infrastructure Coordination and Financing Agreement ("CFA") or
similar agreement.

AWC 1.2 For each prope rty owner identified in re sponse  to AWC 1.1, identify the
da te  of communica tion, manner of communica tion (written or ora l) and
the  name and title  of the  person who made the  contact,

AWC 1.3 For each property owner identified in response  to AWC 1.1, provide
copies of a ll written correspondence  and documents of any na ture  (dra ft or
fina l) provided to or rece ived from the  property owner concerning the
IC F A.

AWC 1 .4 For e a ch prope rty owne r ide ntifie d in re sponse  to AWC l.l, de scribe  in
de ta il a ll ora l communica tions and provide  copies  of a ll written `
communica tions, including but not limited to representa tions or promises,
made  to the  property owner concerning the  ICFA.

AWC 1.5 Provide  copies of a ll ICFAs which have  been proposed to or ente red into
with a  prope rty owner, whe the r in dra ft or fina l font, executed or
unexecuted, and for each, disclose  whether it is  recorded in the  S ta te  of
Arizona , and if so, provide  the  recording informa tion

AWC 1 .6 Provide  an updated map or maps showing a ll a reas in the  S ta te  of Arizona
which any of the  Global Entities be lieves or asserts a re  subject to an
IC F A.

AWC 1.7 For each property owner identified in response to AWC 1.1, provide an
accounting of all monies or other consideration received or to be received
by any of the Global Entities under or related to any ICFA.

AWC 1.8 Identify a ll municipa litie s , countie s  or othe r governmenta l or quasi-
governmenta l entities  contacted in any way (persona l visit, mail,



1

s

AWC 1.85 Lis t a ll source s  of non-CAP  surface  wa te r of S CWC, P VUC and each of
the  Globa l Entitie s  and provide  the  quantity of each source  ava ilable  for
2007-201 l, by yea r.

AWC 1.86 P rovide  a  copy of the  regiona l plan "supported by P ina l County, the  City
of Maricopa  and the  City of Casa  Grande" re fe rred to in the  April 6, 2006
response  to S ta fFs insufficiency le tte r da ted February 8, 2006.

AW C  1 .8 7 Provide  a  lis t of each regula ted wa te r a ffilia te s ' current employees
showing, for each employee , the  employee 's  job title , yea r hired by
a ffilia te , yea rs  of expe rience  with othe r wa te r utilitie s , ce rtifica tions  by
level, degrees, professional certifica tions and sta te  licenses,

AWC 1.88 Provide  the  authorized re turn on ra te  base  for each regula ted a ffilia te ,
including the  Docke t Number, Decis ion and da te  the  re turn was
authorized.

AWC 1.89 List any regula ted wa te r a ffilia te  tha t ea rned more  than its  authorized
re tune  in any of the  last three  ca lendar years , and for each such a ffilia te , if
any, provide  the  amount and percentage  of such earning by year.

AWC 1,90 For each regula ted a ffilia te , provide  the  opera ting income, ca lcula ted ra te
base  and rea lized re turn for each of the  last three  ca lendar years.

AWC 1.91 Provide  an itemized description and ca lcula tion of the  amounts  of the
annual savings each of the  regula ted Global Entities have  rea lized by
opera ting as an integra ted water and sewer provider for each of the  last
three years,

AWC 1.92 Provide  a  copy of a ll inte r-company agreements  be tween SCWC, PVUC
and any of the  Globa l Entitie s  covering the  provis ion of integra ted
se rvices  be tween regula ted a ffilia tes , including exis ting common or sha red
services (such as any type  of management services, financing, employee
sharing), and coopera tive  maintenance  or opera tions agreements, tha t
enable  grea ter e fficiency and cost savings to the  integra ted regula ted
utilitie s , and provide  the  Decision number and a  copy of the  re levant
portion of the  Decis ion authorizing the  sha red se rvice  and accounting
requirements.

AWC 1.93 For each of the  last three  years, provide  the  tota l costs  of each common or
sha redse rvice  re fe rred to in AWC 1.92 or AWC 1.93 above . For each
common or shared service  provide  the  amount and percentage  of tota l
costs a llocated to each regula ted affilia te  and the  basis of each cost
a lloca tion.

PX01DOCS\558588.4 9
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AWC 1.94 Identify the  source  of wa te r supply and s torage  tha t S CWC, its  a ffilia te s  or
holding companies will use  to meet the  water demands in the  a rea  tha t
SCWC is seeking to add to its  certifica ted area  in this case ,

AWC 1.95 Provide  copies  of a ll approva ls  to construct a  wa te r system tha t SCWC or
any of die  Globa l Entitie s  has  rece ived from the  Arizona  Department of
Environmenta l Quality to se rve , or he lp to se rve  the  a rea  tha t SCWC is
seeking to add to its  certifica ted area  in this case .

AWC 1 .96 What is  e stimated cost of a ll facilitie s  currently be lieved necessa ry for
arsenic trea tment and removal in the  area  tha t SCWC seeks to add to its
certifica ted area  in this case?

AWC 1 .97 Is  the  e s tima ted cos t in AWC 1.96, above , re fiectedin S CWC's  proposed
ra tes for se rving the area it seeks to add to its  ce rtifica ted a rea  in this  case?
If not, wha t impact does SCWC estima te  tha t e s tima ted cost will have  on
SCWC's proposed ra tes?

AW C1.98 Summarize  a ll plans by SCWC or any of the  Globa l Entitie s  for the
trea tment and removal of a rsenic from the  water SCWC plans to se rve  the
area  that SCWC seeks to add to its certifica ted area  in this case .

AWC 1 .99 P rovide  a  current lis t of regula ted wa te r or wastewa te r utilitie s  owned in
whole  or in pa rt by any of the  Globa l Entitie s , and provide  a  current CCN
map for each entity.

AWC 1.100 For any ownership inte res t identified in re sponse  to AWC 1.99 tha t was
origina lly acquired or increased in the  la s t five  yea rs , include  without
limita tion the  type  of each acquisition, the  da te  and description of each
individual transaction, the  purchaser, the  amount pa id, and the  percentage
of entity owned as  of October 1, 2006. P lease  describe  the  source  of funds
for each acquisition and provide  a  descriptive  copy of a ll journa l entries
related to each purchase,

AWC 1.101 For each ICFA, list the  payments tha t have  been rece ived by da te  and the
remaining estimated payments  tha t a re  required. Describe  the  accounting
for ICFA payments , a ll specific limita tions  on the  use  of ICFA funds ,
permissible  uses and the  amount expended, disbursed or invested by year,
type  of use  and rece iving payee /a ffilia te . P rovide  the  descriptive  journa l
entrie s  used by any a ffilia te  to record payment or any transfe rs  of ICFA
funds to the  a ffilia te .

AWC 1.102 Provide  a  descriptive  lis t of a ll capita l transactions including the  da te  and
amount for the  last 5 years  be tween a ll Globa l Entitie s  not previously
described in response  to AWC 1.100.

PXOlDOCS\558588.4 1 0
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PAEAN VERDE UTILITIES COMPANY
AND SANTA CRUZ WATER COMPANY

RESPONSES TO STAFF'S 1sT SET OF DATA REQUESTS
DOCKET NO. W-0I445A-06-0I99, SW-03575A-05-0926

& W-03576A-05-0926
SEPTEMBER 25, 2006

1

L.]I.1 Provide any study or analysis performed by Santa Cruz, Palo Verde or
any public utility, public utility ciliate or public utility research firm

which estimates costs savings to ratepayers who are provided water and
wastewater services by ajiliates compared to water and wastewater
services provided by non-ajfiliates.

Response:

This  is  a  ma tte r of fact. The  s imple  act of combining se rvice s  unde r one  umbre lla  will
result in economies  of sca le  and scope  tha t non-affilia tes  cannot achieve . There  is
substantia l economic lite ra ture  on these  concepts . One  example  tha t applies  directly to
the  Arizona  Corpora tion Commiss ion ("ACC") is  de scribe d be low.

In June  of 2002, the  Na tiona l Regula tory Resea rch Ins titute  provided the  ACC with
"NRRI Tra ining for the  S ta ff of the  Arizona  Corpora tion Commiss ion" tha t addressed the
issues  S ta ff ra ises . Some  highlights  include :

"Se rvice  Incrementa l Cos t ('S IC') is  e s tima ted by de te rmining the  change  in tota l
cos ts  resulting from adding an entire  se rvice  (or the  cos ts  saved by dropping it)"
"Long-run cost ca lcula tions  assume tha t a ll inputs  a re  variable  so tha t plant and
equipment may be  optimized. There  a re  no fixed costs  in the  long run."
"Tota l S e rvice  Long Run Incre me nta l Cos t ('TS LRIC') is  a  form of se rvice
incrementa l cost ca lcula tion tha t es timates  the  cost of adding a  whole  se rvice  to a
ne twork tha t's  a lre a dy providing a  ra nge  of othe r se rvice s . The  'long Mn' implie s
tha t the  ne twork can be  optimized to de live r the  new mix of se rvices  a t leas t cos t"
"TSLRIC includes  the  fixed cos ts  a ssocia ted with adding a  se rvice"
"Economies of sca le  mean tha t a  firm's  average  cost decreases as  its  output
rise s ...Note : If economies  of sca le  exis t ove r the  range  of output up to the  leve l of
marke t demand, the  industry is  a  na tura l monopoly - the  marke t demand can be
me t by one  firm a t a  lower tota l cos t than it can be  me t by two or more  firms ."
"If a  firm has  economies  of s cope , it can jo intly produce  multip le  outputs  for
less than it - or s eve ra l independent firms  - could  produce  them on a  s tand-
a lone basis ." [emphasis  added]
"Economies of scope can arise  because  outputs may have shared or common costs
or because  the  products  a re  linked ve rtica lly, so tha t it is  cheaper for a  s ingle  firm
to coordina te  production."
"In multi-product firms with economies of scope, it becomes difficult to talk
unambiguously about the 'cost' of a Si le product." [emphasis added]
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P ABLO VERDE UTILITIES  COMP A
AND S ANTA CRUZ WATER COMP ANY

RES P ONS ES  TO S TAFF'S  1S T S ET OF DATA REQUES TS
DOCKET no. W-0I445A-06-0199, S W-03575A-05-0926

& W-03576A-05-0926
S EP TEMBER 25, 2006

The  ques tion may a rise  then, whe the r, if 'cos t' is  difficult to discuss , subs idiza tion is
occurring. Ha ppily, the  NRRI provide d a  s imple  te s t for tha t sce na rio:

"So long as  a  se rvice  is  paying at least its  tota l incre me nta l cos t, it is  not re ce iving
a  subs idy. One  vie w of 'contribution' is  tha t a nything in e xce ss  of incre me nta l
cost may be  viewed as  contributing to joint and common or overhead costs .
Contribution is  often measured as  the  difference  be tween the  revenues obta ined
from a  customer class  or se rvice  and the  customer class  or se rvice 's  direct
embedded or accounting costs . This  excess  can be  used to cover joint, common
and overhead costs ."

So clea rly, the re  is  positive  va lue  possible  from integra ted se rvices , economies  of scope
and economies  of sca le . The  ACC will note  tha t in the  la s t sentence  of the  preceding
paragraph the  question arises  whether there  is  a  negative  impact possible  from the
integra ted se rvice  scenario. NRRI addressed tha t ques tion succinctly:

"So long as  revenues  from a  se rvice  or group of se rvices  is  paying a t leas t its
incrementa l cos t, the  firm is  no worse  off for offe ring them.", but
"[I]fit p rice s services to recover only incrementa l cos t, a  firm with economies
of scope cannot stay in business, because
SICK + SICK < C (Qt, Q2) < (;(QS) + C(Q2)."

Globa l Wate r Resources , LLC ("Globa l") used these  concepts  in deve loping its  integra ted
mode l of wa te r, wastewate r, and recla imed wate r se rvices  for its  regula ted subsidia ries .
Globa l's  regula ted subs idia rie s  use  - whe reve r poss ible  - the  triad of conse rva tion. The
triad involves  providing recla imed wa te r, surface  wa te r, and us ing recha rge  we lls  to
drama tica lly reduce  re liance  on groundwa te r. The  triad can only be  provided by
integra ted utilitie s . While  the  triad is  critica l to groundwa te r conse rva tion, it ha s  anothe r
key advantage  - it enables  the  utilities  to achieve  economies  of sca le  and scope .

Concepts  such as  economies of sca le  and scope  are  not mere ly theore tica l. Indeed, they
a re  a  critica l pa rt of Globa l's  bus iness  mode l. Globa l's  expe rience  in ope ra ting integra ted
utilitie s  which implement the  triad of conse rva tion demonstra te s  tha t the re  a re  many
practica l advantages  to the  integra ted mode l. For ins tance , an integra ted utility employs
the  same Customer Service  Representa tives whether the  ca ll be  about a  sewer account or
a  wa te r account. S imila rly, the  number of Opera tions  S ta ff is  decreased as  s ta ff a re
cross-tra ined in systems and can respond to issues on both water and wastewater. The
cost of the  supply of consumables  is  a lso reduced as  the  ability to bulk-purchase  for both
utility se rvice s  a llows  for reduced de live ry fee s . The  lis t of combined se rvice s  tha t re sult
in direct economies to the  customers goes On:

4 ' " .
4'
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P ALU VERDE UTILITIES  COMP ANY
AND S ANTA CRUZ WATER COMP ANY

RESPONSES TO STAFF'S 1ST SET OF DATA REQUESTS
DQCKET NO. W-01445A-06-0199, SW-03575A-05-0926

& W-03576A-05-0926
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Cross  tra ined opera tions and maintenance  s ta ff can s ignificantly reduce  the
number of s ta ff required for a ffilia ted entitie s , compared to non-integra ted utilitie s
which must s ta ff water and wastewater separa te ly
Opera ting costs  can be  reduced when buying in la rger quantitie s  or when
combining usage , a ssocia ted with a ffilia ted se rvices , for eg., chemica ls , tools ,
warehousing, uniforms, power, labora tory ana lytica l cos ts , e tc.
Blue -s taking (an integra ted utility can employ the  same  people  to mark a ll
underground se rvices)
Compliance  (monitoring, ana lys is , reporting, inspection, enforcement (each utility
mus t ma inta in its  own compliance  s ta ff in a  non-a ffilia ted scena rio)
Accounting (two se ts  of accounting sta ff a re required for non-integra ted entitie s )
Account se t-up and maintenance  (one  account versus two)
Account transfe rs  (two accounts  must be  manipula ted in a  non-integra ted utility)
Billing a nd ma iling (two invoice s  a nd two ma ilings  a re  re quire d pe r conne ction
with a  non-integra ted se rvice  mode l, ve rsus  one  with an integra ted utility
se rvicing approach)
On-ca ll se rvices  (a  non-integra ted utility require s  twice  the  number of pe rsonne l
on ca ll)

In non-integra ted utility, each of these  e lements  is  required to be  s ta ffed, adminis te red
and executed separa te ly. These  additiona l cos ts  will be  re flected in the  ra tes  pa id the
ra tepaye rs  of non-integra ted utilitie s .

This  is  not the  Hrs t time  tha t S ta ff has  considered the  economic benefits  of integra ted
utilitie s . For example , in the  Woodruff ca se , S ta ff s ta ted tha t:

[T]he  Woodruff Companies  will be  able  to achieve  economies  of sca le  by
sharing resources . For example , they may be  able  to share  employees ,
equipment, and office s  space . For this  reason, [Ass is tant Director] Oleo
te s tified tha t "S ta ff supports  regiona l planning for wa te r and was tewa te r to
ensure  an economy of sca le  for bo th services.1

S ta ff a lso remarked tha t by sharing financia l re sources , integra ted utilitie s  have
"e nha nce d fina ncia l via bility" compa re d to non-inte gra te d utilitie s .2

In summary, subs tantia l e conomic lite ra ture , Globa l's  own practica l expe rience , and
Sta ffs  previous  ana lys is  a ll support the  conclus ion tha t the re  a re  rea l and subs tantia l

x Staff Brief in Docket No. w-01445A-04-0755, filed September 19, 2005 at 2-3 .
2 ld.
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economic bene fits  to ra tepaye rs  who rece ive  se rvice  from integra ted utilitie s . In addition,
integra ted utilitie s  can provide  the  triad of conse rva tion .- and groundwate r conse rva tion
is  critica l to the  future  of our s ta te .

Respondent: Trevor T. Hill
President
Global Water Resources, LLC
21410 North 19"' Avenue, Suite 201
Phoenix, Arizona 85027


